SALCON BERHAD (“SALCON” or “COMPANY”)
PROPOSED ESTABLISHMENT OF AN EMPLOYEES’ SHARE OPTION SCHEME FOR THE ELIGIBLE DIRECTORS AND EMPLOYEES OF SALCON AND ITS SUBSIDIARY COMPANIES
1.0 INTRODUCTION

On behalf of the Board of Directors of Salcon (the “Board”), MIMB Investment Bank Berhad (“MIMB”) wishes to announce that the Company has proposed to establish a new employees’ share option scheme (“ESOS”) involving the issuance of new ordinary shares of RM0.50 each in Salcon (“Salcon Shares” or “Shares”), representing up to fifteen per centum (15%) of the issued and paid-up share capital of Salcon to eligible Directors and employees of Salcon and its subsidiaries (“Salcon Group or the “Group”) (“Proposed ESOS”).
2.0
DETAILS OF THE PROPOSED ESOS

2.1
Details of the Proposed ESOS
Salcon proposes to establish and implement the Proposed ESOS which involves the granting of ESOS options to all eligible employees of the Group including Executive Directors of the Company and the Directors of its subsidiaries (save for subsidiaries which are dormant) who meet the criteria of eligibility for participation in the Proposed ESOS (“Eligible Persons”) as set out in the bylaws of the Proposed ESOS (“ByLaws”). The ESOS options granted shall entitle the Eligible Persons to subscribe for new Salcon Shares at a pre-determined price (“ESOS Options”).

The Proposed ESOS will be administered by an ESOS committee to be duly appointed and authorised by the Board (“ESOS Committee”).

2.2 Maximum number of Salcon Shares available under the Proposed ESOS

The maximum number of new Salcon Shares that may be offered under the Proposed ESOS shall not exceed fifteen per centum (15%) of the total issued and paid-up share capital of the Company at any one time during the existence of the Proposed ESOS (“Maximum Limit”).

2.3
Maximum allowable allotment and basis of allocation
The maximum  number of new Salcon Shares that may be offered under the ESOS Options to Eligible Persons shall take into consideration, amongst other factors, the Eligible Person’s seniority and performance in the Group subject to the following:-

(a)
not more than 50% of the total number of Salcon Shares to be issued under the Proposed ESOS shall be allocated, in aggregate, to Directors and senior management of the Salcon Group; and
(b)
not more than 10% of the total number of Salcon Shares to be issued under the Proposed ESOS would be allocated to any one Eligible Person, who either singly or collectively through persons connected with them holds 20% or more of the issued and paid-up share capital of Salcon.
2.4
Eligibility to participate in the Proposed ESOS

Generally, any employee or Executive Director of any company comprised in the Group shall be eligible to be considered for the offer of ESOS Options under the Proposed ESOS provided that:-

(a)
he/she is a natural person who is at least eighteen (18) years of age; 

(b)
he/she is employed full time by and on the payroll of any company in the Group; 

(c)
in the case of an Executive Director, whose specific allocation has been approved by the shareholders of Salcon in a general meeting and is not prohibited or disallowed by the relevant authorities or laws from participating in the ESOS;  

(d) his/her employment must have been confirmed and he/she is employed by any company in the Group for more than one (1) year on the date of offer (except in respect of the Executive Directors); and
(e) he/she complies fully with any other criteria set by the ESOS Committee.

The ESOS Committee reserves the right to set different eligibility criteria for foreign incorporated subsidiaries of Salcon.

The selection of any Eligible Persons for participation in the ESOS shall be at the discretion of the ESOS Committee and the decision of the ESOS Committee shall be final and binding.

No eligible person shall participate at any time in more than one (1) employee share option scheme (in any form or manner, and local or foreign) implemented by any company within the Salcon Group.

2.5
Duration of the Proposed ESOS

The Proposed ESOS shall be valid for a duration of five (5) years from the effective date of implementation and may if the Board deems fit, upon the recommendation of the ESOS Committee, be extended for a further five (5) years, subject to a maximum aggregate of ten (10) years from the effective date of implementation of the Proposed ESOS.  

2.6
Subscription price

Subject to any adjustments that may be made in accordance with the ByLaws of the Proposed ESOS, the price payable for the exercise of an option under the Proposed ESOS shall be determined by the ESOS Committee at its discretion based on the five (5)-day weighted average market price of the underlying Shares immediately prior to the date of offer is made by the ESOS Committee, with a discount of not more than ten per centum (10%) thereon, if deemed appropriate, or the par value of the Salcon Shares, whichever is the higher.

2.7
Ranking of the new Salcon Shares to be issued under the Proposed ESOS

The new Salcon Shares to be allotted and issued upon exercise of the ESOS Options granted under the Proposed ESOS will, upon allotment, issuance and full payment, rank pari passu in all respects with the then existing issued and paid-up shares of the Company except that the new Salcon Shares so allotted and issued will not be entitled to any dividends, rights, allotments and/or other distributions which may be declared, made or paid, the entitlement date of which precedes the date of issuance of such new Salcon Shares.
2.8
Listing of Shares

The Company will make the necessary application to Bursa Malaysia Securities Berhad (“Bursa Securities”) for the listing of and quotation for the new Salcon Shares to be issued pursuant to the exercise of the ESOS Options under the Proposed ESOS.
2.9
Utilisation of proceeds

The proceeds to be received by the Company pursuant to the exercise of the ESOS Options under the Proposed ESOS will depend on, amongst others, the number of ESOS Options granted and exercised at the relevant point in time and the subscription price.

As such, the amount of proceeds to be received from the exercise of the ESOS Options is not determinable at this juncture. However, the proceeds arising from the exercise of the ESOS Options will be utilised for working capital purposes of the Salcon Group and/or for servicing the bank borrowings (if any) of the Group, as and when the proceeds are received throughout the duration of the Proposed ESOS.   

3.0
RATIONALE FOR THE PROPOSED ESOS

The Proposed ESOS is intended to motivate, retain and reward Eligible Persons, who would be given the opportunity to participate in the equity of the Company and thereby, relate directly to the performance of the Group. It is designed to provide a continuing incentive to Eligible Persons without adversely affecting the cash flow of the Group whilst at the same time contributing positively to its continuing growth through the intended stimulation of greater commitment, productivity and efforts on the part of the Eligible Persons towards the Group.
4.0
EFFECTS OF THE PROPOSED ESOS


The effects of the Proposed ESOS have been illustrated based on the following scenarios:

Scenario A:
Assuming that none of the outstanding warrants 2007/2014 are exercised on or prior to the Proposed ESOS.

Scenario B:
Assuming that all of the outstanding warrants 2007/2014 are exercised on or prior to the Proposed ESOS.
4.1
Share Capital
The Proposed ESOS will not have an immediate effect on the existing issued and paid-up share capital of the Company. However, the issued and paid-up share capital of the Company will increase if and when the granted ESOS Options are exercised, whereby any such increase will depend on the number of ESOS Options exercised and the number of new Salcon Shares issued pursuant thereto. 

For illustrative purposes only, the proforma effects of the Proposed ESOS on the issued and paid-up share capital of Salcon are as follows:-

Scenario A
	
	
	

	
	No. of Salcon Shares

 
	RM

	Share capital as at 3 May 2010

	467,720,804
	233,860,402

	
	
	

	Maximum number of new Salcon Shares to be issued pursuant to the Proposed ESOS(1)
	70,158,120
	35,079,060

	
	
	

	Enlarged issued and paid-up share capital upon full exercise of the ESOS Options
	537,878,924
	268,939,462


Note:-

(1)
Based on up to 15% of the issued and paid-up share capital of Salcon upon implementation of the Proposed ESOS.
Scenario B
	
	
	

	
	No. of Salcon Shares

 
	RM

	Share capital as at 3 May 2010
	467,720,804
	233,860,402

	
	
	

	Assuming full exercise of existing outstanding warrants 2007/2014 as at 3 May 2010
	104,912,701
	52,456,351

	
	572,633,505
	286,316,753

	
	
	

	Maximum number of new Salcon Shares to be issued pursuant to the Proposed ESOS (1)
	85,895,025
	42,947,512

	
	
	

	Enlarged issued and paid-up share capital upon full exercise of the ESOS Options 
	658,528,530
	329,264,265


Note:-

(1)
Based on up to 15% of the issued and paid-up share capital of Salcon upon implementation of the Proposed ESOS.
4.2
Net Assets (“NA”) per Share and Gearing
The effect on the Group’s NA would depend on factors such as the number of ESOS Options granted and the fair value of the ESOS Options after taking into account, inter-alia, the subscription price of the ESOS Option as well as any vesting conditions. Whilst the granting of the ESOS Options under the Proposed ESOS is expected to result in recognition of a charge in the income statements of the Group pursuant to the Financial Reporting Standards no. 2 – Share Based Payments (“FRS2”), the recognition of such FRS2 charge would not have any impact on the NA of the Group as the corresponding amount will be classified as an equity reserve which forms part of the shareholders’ equity. In the event none of the granted ESOS Options are exercised within the duration of the scheme, the amount outstanding in the said equity reserve would be transferred into the Company’s retained earnings. On the other hand, if the granted ESOS Options are exercised, the amount outstanding in the said equity reserve would be transferred into the share premium account of the Company. 

The Proposed ESOS will not have any immediate effect on the consolidated NA per Share until such time as the ESOS Options granted under the Proposed ESOS are exercised. The consolidated NA per Share following the exercise of the ESOS Options will increase if the subscription price exceeds the consolidated NA per Share at the point of exercise of the ESOS Options and conversely will decrease if the subscription price is below the consolidated NA per Share at the point of the exercise of the ESOS Options. 

The Proposed ESOS is not expected to have an immediate effect on the Group’s gearing level until such time when the ESOS Options granted are exercised. The effect on the gearing will depend on the change in the NA, which in turn will depend on the actual number of new Shares to be issued pursuant to the exercise of the ESOS Options as well as the subscription price payable upon the exercise of the ESOS Options.
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4.3
Earnings per Share (“EPS”)
The Proposed ESOS is expected to have an effect on the consolidated EPS of the Company mainly due to the dilutive effect upon the exercise of ESOS Options granted under the Proposed ESOS and the anticipated recognition of cost in relation to the ESOS Options to be granted under the Proposed ESOS pursuant to FRS2. The quantum of such impact cannot be reliably ascertained at this point in time as such effects on the earnings of the Company are dependent on inter-alia the number of ESOS Options to be granted and accepted and the discount, if any, attached to the subscription price of the ESOS Options and the theoretical fair value of such ESOS Options.

The cost relating to the ESOS Options granted pursuant to the Proposed ESOS will need to be measured at the date of granting the ESOS Options and recognised as an expense in the income statement of Salcon over the vesting period of such ESOS Options. However, it should be noted that the estimated cost does not represent a cash outflow by the Company as it is merely an accounting treatment.

The Board has taken note of the potential impact of FRS2 on the Salcon Group’s future earnings and shall take into consideration such impact in the allocation and granting of ESOS Options to Eligible Persons.
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4.4
Substantial Shareholders’ Shareholdings
The Proposed ESOS will not have any immediate effect on the substantial shareholders’ shareholdings in the Company until such time when the ESOS Options granted under the Proposed ESOS are exercised, which would accordingly result in a proportionate dilution in their shareholdings.

For illustrative purposes only, based on the Register of Substantial Shareholders as at 3 May 2010, the proforma effect of the Proposed ESOS on the shareholdings of the substantial shareholders of Salcon is as follows:-
Scenario A

	Substantial shareholders
	I

Existing number of shares held as at 3 May 2010
	II

Assuming full exercise of ESOS Options(1)

	
	Direct
	%
	Indirect
	%
	Direct
	%
	Indirect
	%

	Naga Muhibah Sdn Bhd
	66,709,600
	14.26
	-
	-
	66,709,600
	12.40
	-
	-

	Dato’ Seri Goh Eng Toon
	-
	-
	66,709,600(2)
	14.26
	-
	-
	66,709,600(2)
	12.40

	Datin Seri Kee Seok Ai
	-
	-
	66,709,600(2)
	14.26
	-
	-
	66,709,600(2)
	12.40

	Dato’ Tee Tiam Lee
	26,096,400
	5.58
	29,397,400(3)
	6.29
	33,112,200(4)
	6.16
	29,397,400(3)
	5.47

	Infra Tropika Sdn Bhd
	29,397,400
	6.29
	
	
	29,397,400
	5.47
	-
	-

	Tee Xun Hao
	-
	-
	29,397,400(3)
	6.29
	        50,000(5)
	     0.01
	29,397,400(3)
	5.47


Notes:-

(1)
Based on up to 15% of the issued and paid-up share capital of Salcon upon implementation of the Proposed ESOS.

(2)
Deemed interested by virtue of his/her substantial holdings in Naga Muhibah Sdn Bhd pursuant to Section 6(A) of the Companies Act, 1965 (“Act”).

(3)
Deemed interested by virtue of his substantial holdings in Infra Tropika Sdn Bhd pursuant to Section 6(A) of the Act.
(4)
Based on the assumption that Dato’ Tee Tiam Lee, who is the Executive Deputy Chairman of the Company, will be entitled up to not more than 10% of the total number of Salcon Shares (approximately 7,015,800 Salcon Shares) to be issued under the Proposed ESOS.
(5)
Assuming his entitlement under the Proposed ESOS is 50,000 ESOS Options.  The actual entitlement will be determined by the ESOS Committee at a later date.
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Scenario B

	Substantial shareholders
	I

Existing number of shares held as at 3 May 2010
	II

Assuming full exercise of outstanding warrants 2007/2014
	III
After II and assuming full exercise of ESOS Options(1)

	
	Direct
	%
	Indirect
	%
	Direct
	%
	Indirect
	%
	Direct
	%
	Indirect
	%

	Naga Muhibah Sdn Bhd
	66,709,600
	14.26
	-
	-
	83,414,400
	14.57
	-
	-
	83,414,400
	12.67
	-
	-

	Dato’ Seri Goh Eng Toon
	-
	-
	66,709,600(2)
	14.26
	-
	-
	83,414,400(2)
	14.57
	-
	-
	83,414,400(2)
	12.67

	Datin Seri Kee Seok Ai
	-
	-
	66,709,600(2)
	14.26
	-
	-
	83,414,400(2)
	14.57
	-
	-
	83,414,400(2)
	12.67

	Dato’ Tee Tiam Lee
	26,096,400
	5.58
	29,397,400(3)
	6.29
	26,096,400
	4.56
	36,768,050(3)
	6.42
	34,685,900(4)
	5.27
	36,768,050(3)
	5.58

	Infra Tropika Sdn Bhd
	29,397,400
	6.29
	-
	-
	36,768,050
	6.42
	-
	-
	36,768,050
	5.58
	-
	-

	Tee Xun Hao
	-
	-
	29,397,400(3)
	6.29
	-
	-
	36,768,050(3)
	6.42
	        50,000(5)
	0.01
	36,768,050(3)
	5.58


Notes:-

(1)
Based on up to 15% of the issued and paid-up share capital of Salcon upon implementation of the Proposed ESOS.

(2)
Deemed interested by virtue of his/her substantial holdings in Naga Muhibah Sdn Bhd pursuant to Section 6(A) of the Act.

(3)
Deemed interested by virtue of his substantial holdings in Infra Tropika Sdn Bhd pursuant to Section 6(A) of the Act.
(4)
Based on the assumption that Dato’ Tee Tiam Lee, who is the Executive Deputy Chairman of the Company, will be entitled up to not more than 10% of the total number of Salcon Shares (approximately 8,589,500 Salcon Shares) to be issued under the Proposed ESOS.
(5)
Assuming his entitlement under the Proposed ESOS is 50,000 ESOS Options.  The actual entitlement will be determined by the ESOS Committee at a later date.
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4.5
Effects on the existing convertible securities

Currently, the Company has 104,912,701outstanding warrants 2007/2014. Based on Section 2 (viii) (b) of the Memorandum (Provisions for Adjustment of Exercise Price and Exercise Rights) of the Deed Poll 2007/2014 (relating to the outstanding warrants 2007/2014) dated 12 April 2007 (“Deed Poll”), no adjustments are required to be made to the existing exercise price and the number of outstanding warrants 2007/2014 which remain unexercised.
5.0
APPROVALS REQUIRED


The Proposed ESOS is subject to the following approvals being obtained:-

(a) Bursa Securities for the listing of and quotation for such number of new Salcon Shares to be issued and allotted pursuant to the Proposed ESOS; 

(b)
shareholders of Salcon at an Extraordinary General Meeting (“EGM”) to be convened for the Proposed ESOS; and

(c)
other relevant authorities (if required).

The Proposed ESOS is not conditional upon any other proposals.

6.0
DIRECTORS’ AND MAJOR SHAREHOLDERS’ INTERESTS
Save as disclosed below, no Directors and major shareholders and/or persons connected to them are interested in the Proposed ESOS and the proposed allocations of ESOS Options to Directors and major shareholders and/or persons connected to them:

	Name
	Designation/ Directorship

	Dato’ Tee Tiam Lee
	Deputy Chairman, Executive Director

	How See Hock
	Chief Executive Officer/ Executive Director

	Dato’ Leong Kok Wah
	Executive Director

	Jaggit Singh a/l Tara Singh
	Executive Director


All the aforesaid Executive Directors are deemed interested in their respective allocations pursuant to the Proposed ESOS by virtue of the ESOS Options that will be allocated to them.  In addition, Dato’ Leong Kok Wah is a family member of Dato’ Seri Goh Eng Toon (the Chairman of the Company).  Accordingly, Dato’ Seri Goh Eng Toon is also deemed interested in Dato’ Leong Kok Wah’s allocation pursuant to the Proposed ESOS by virtue of this family relationship.  (All the Executive Directors and Dato’ Seri Goh Eng Toon shall hereinafter collectively be known as the “Interested Directors”).  Therefore, the Interested Directors have and will abstain from all deliberations and voting on their respective allocations pursuant to the Proposed ESOS at the relevant Board meetings.  

Dato’ Tee Tiam Lee, How See Hock, Dato’ Leong Kok Wah and Jaggit Singh a/l Tara Singh will also abstain from voting on the resolutions pertaining to their allocations pursuant to the Proposed ESOS in respect of their direct and/or indirect shareholdings in Salcon at the forthcoming EGM to be convened by Salcon.

Dato’ Seri Goh Eng Toon and Datin Seri Kee Seok Ai (being the indirect substantial shareholder and spouse of Dato’ Seri Goh Eng Toon) will also abstain from voting on the resolution pertaining to Dato’ Leong Kok Wah’s allocation pursuant to the Proposed ESOS in respect of their direct and/or indirect shareholdings in Salcon at the forthcoming EGM to be convened by Salcon.

In addition, the Interested Directors and Datin Seri Kee Seok Ai will also ensure that persons connected to them will abstain from voting on the resolutions pertaining to their respective allocations pursuant to the Proposed ESOS in respect of their direct or indirect shareholdings in Salcon at the forthcoming EGM.

7.0
DIRECTORS’ RECOMMENDATION


The Board (with the exception of the Interested Directors in respect of their respective allocations pursuant to the Proposed ESOS), after having considered all aspects of the Proposed ESOS, is of the opinion that the Proposed ESOS is in the best interest of the Company and the Group. Accordingly, the Board (with the exception of the Interested Directors in respect of their respective allocations pursuant to the Proposed ESOS) recommends that shareholders vote in favour of the resolutions to be tabled at the forthcoming EGM in relation to the Proposed ESOS.

8.0

ADVISER

MIMB has been appointed as the Adviser of the Company for the Proposed ESOS. 

9.0
SUBMISSION TO THE RELEVANT AUTHORITIES AND ESTIMATED TIME FRAME FOR COMPLETION OF THE PROPOSED ESOS


The relevant application to Bursa Securities for the listing of and quotation for the new Salcon Shares to be issued pursuant to the Proposed ESOS is expected to be made within two (2) months from the date of this announcement.


Baring any unforeseen circumstances, the Proposed ESOS is expected to be completed by the third (3rd) quarter of the financial year ending 31 December 2010.
10.0
EGM

The notice to convene the EGM together with the circular setting out the details of the Proposed ESOS will be despatched to the shareholders of the Company in due course. 

This announcement is dated 11 May 2010.
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Salcon Berhad




